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SUMMARY 


After a sharp recovery from the 1975 recession, the French economy 
has been deliberately shifted into a lower gear. The consumption-led 
5% GDP growth rate of 1976 may drop-to roughly 3% in 1977 as a result 
of numerous anti-inflation measures put into effect last September. 
Given the slippage of the franc during mid-1976 and the 10-12% inflation 
rate of recent months, current French economic policy seems an 
essential prelude to more rapid growth in late 1977 or 1978. 


The government's target is to take several percentage points off 
the current inflation rate and to dampen import demand so as to restore 
a trade balance that has moved heavily into deficit in recent months. 
Progress towards these goals seems assured, though at the price of very 
slow growth in the first half of 1977 and only a moderate acceleration 
later in the year. 


Although it is too early to predict precisely the extent of the 
current economic slowdown, it seems likely to be relatively prolonged, 
although moderate. As a result of the current wage-slowdown policy, 
consumer demand may drop somewhat from its strong 1976 growth rate (4.2%). 
Private investment will probably be even weaker in 1977 than in 1976, and 
inventories, while not large enough to be a drag on growth, are unlikely 
to be a dynamic factor. The same holds true for government spending, 
since the planned 1977 budget represents a major deficit reduction. 
Unemployment, roughly stable in recent months, is likely to edge upward. 
The net effect will be a GDP growth rate about half of France's 
traditional 5-6% pace. 


The cautious pace of econamic growth in France implies less 
expansive prospects for overal U.S. exports in 1977. Nevertheless, 
continuing high consumer demand, ambitious public sector investment 
programs, and other special situations, should lead to growth in 
some sectors. Estimated U.S. exports to France totaled nearly 
$5 billion in 1976 and they should keep pace with the expected overall 
increase of French imports in 1977, currently projected at about 
7% in real terms. 


Attractive, though selective, investment opportunities should 
also continue to present themselves, even though the overall trend 
of U.S. direct investment in France has not been strong since the 1975 
recession. Conversely, however, French investment interest in the U.S. 
has been growing and should present interesting opportunities for U.S. firms. 





ECONOMIC INDICATORS: FRANCE 


All Values in Billion U.S. $ 
Unless Otherwise Indicated 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 

GNP at Constant (1970) Prices 

Per Capita GNP, Current Prices ($1,000) 
Plant & Equip. Investment (Gross Capital 
Formation (excl.housing at 1970 prices) 
Indices: (Base Year) = 100, (date of data) 


205.8 


33.3 


Industrial Production (at year end-1970=100) 114 


Avg. Labor Productivity (Prev. Yr.=100) 
Avg. Industrial Wage (Prev. Yr.=100) (10/76) 
Reg.'d Job Seekers at Yr.End(000s) (10/76) 
Labor Force (Millions), Yearly Averages 


MONEY AND PRICES 

Money & New Money Supply at Yr.End (9/76) 
Year End Call Money Rate (Mo.Avg.) (10/76) 
Indices: (Base Year)=100(date of data) 
Retail Prices at YearEnd (1970=100) (10/76) 
Wholesale Prices at Yr. End(1962=100) (9/76) 


BALANCE OF PAYMENTS (2) 
Gold & Exch.Reserves Yr.End(11/76) 

Balance of Payments:Current & Long-Term 
Capital Accounts 

Balance of Trade, FOB-CIF (10/76) 

Exports, FOB (10/76) 

Exports to U.S., FOB (10/76) 

Imports, CIF (10/76) 

Imports from U.S., CIF (10/76) 

U.S. Share (%) of French Import Mkt (10/76) 
Book Value of U.S. Direct Inv., Year End 


105.2 

119.1 

642 
21.9 


145.6 
11.86 

144.3 

195.6 


21.0 
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MAIN IMPORTS FROM U.S. (1975-SMil.): Machinery & Mechanical Appliances (960); Electrical 
Machinery (334); Chemicals (370); Coking Coal (175); Aircraft (194); Optical, Medical and 
Precision Instruments (241); Soybean Meal, Soybeans (275). 


*D 
**E 


Footnotes: 


C over same period of preceding year. 
Avg. growth rate for period indicated, measured on annual basis. 


(1) Embassy estimates for full year; (2) French Government revalued reserve components as of 
June 30, 1976, at the rate of F 4.742125 for $1, gold - F19,203 per kilo; the resulting 
accounting changes make percentage comparisons with previous periods meaningless; (3) 


As of month indicated. 


In order to assure comparability, franc figures for GNP, Investment and the Money Supply 
for all years have been converted into dollars at 4.60F per dollar. Figures in the balance 
of payments section have been converted from francs into dollars at the rates prevailing 


during the period in question. 





From Recovery to Pause 


France's recovery from the 1975 recession was unusually sharp, but 
brief. By mid-1976, production was back to 1974 levels in most sectors 
and beyond in some. The overall trend since mid-1976 has been towards 
slower growth, although activity has continued very brisk in some sectors and 
there has been regression in others. There is every reason to expect 
this slower trend to continue during the first half of 1977, in view 
of current business expectations and investment projections, as well 
as the mildly deflationary effects of the Barre stabilization program. 
Whereas in 1976 the economy grew at the rapid (5% ) pace which has 
typified France in recent years, growth in 1977 is unlikely to go 
much beyond 3%. The pace will probably be somewhat slower in the first 
half than in the second. Should the slowdown in the early months of 
1977 prove more marked than anticipated, the government can be expected 
to take stimulative measures, particularly in the area of investment. 

Such measures would presumably translate into accelerated growth in the 
latter months of 1977. 


The Stakes of the Barre Stabilization Program 


Inflation,which had held stubbornly in the 9-10% range in 1975 and 
early 1976, gave evidence of accelerating to an 11-12% rate as of mid- 
1976. Even before this spurt became fully apparent, the franc had lost 
10% of its value vis-a-vis the dollar and 12% with respect to the 
deutsche mark. In view of France's widening differential with respect 
to Germany, the United States and other key economies, the only 
alternative to continuing slippage of the franc was an energetic anti- 
inflation program. The French government has clearly chosen the latter 
course. The government of P.M. Barre, as its main priority, has taken 
a series of stabilization measures designed to reduce inflation to 6.5% 
by late 1977 and to improve substantially the current serious trade 
deficit. 


Key elements in the program include the return to a balanced 
government budget; a temporary price freeze, followed by price guidelines 
and government suasion; a pause in real wage increases; selective tax 
measures, including a reduction in the TVA (tax on value added); and 
a slowdown in money supply growth. The early results of the Barre 
program point to slow progress on the price front, due in part to the 
lingering effects of the 1976 drought and the slippage of the franc. 
The france has been held stable since the program's inception, however, 
and some of the first steps towards reducing inflationary pressures 
have been taken. Most analysts foresee continuing progress, though at 
a slower pace than the government had hoped. Based on this projection, 
no major reacceleration of the French economic pace seems likely before 





latter part of 1977 or early 1978. While this would imply 
rising unemployment and sluggish import demand in 1977, it 
should also translate into a strengthened franc and 
reasonably strong export performance, relative to expected 
levels of world demand. These, in turn, would be the basis 
for sustainable growth at a faster pace in 1978. 


The French Economy in 1977 


Assuming no major change in international trends or in 
French government policy before late 1977, we would agree 
with the current consensus forecast of about 3% GDP growth, 
together with some easing of trends in prices, wages, and 
the trade balance, leading pressure on the franc. Within 
this general framework, however, certain specific sectors and aspects 
of the economy merit comment. 


Investment is likely to remain weak in 1977 throughout most 
of the private sector, both because current capacity is sufficient 
to meet anticipated demand in most sectors and because of general 
business caution related to the legislative elections scheduled to 
occur by March of 1978. Even here there are exceptions, such as 
household appliances and certain other consumer products and 
electrical equipment, for which productive capacity is strained. 
Furthermore, government and state-enterprise investment is projected 
to rise at least 9% in 1977. Since these sectors account for one- 
third of total investment, France will continue to be an important 
market for investment goods, particularly in certain favored fields 
such as telecommunications and automotive manufacture. Agricultural 
investment should also pick up, assuming a return to normal 
weather conditions after the 1976 drought. 


Imports, aS mentioned, are likely to grow much more slowly than 
in 1976, but nevertheless with some important increases, especially 
those related to the investment programs just outlined and to high 
demand for certain consumer goods and other specific sectors. 

Exports, on the other hand, should show steady growth, benefiting 
from a discounted franc and from various government incentive 
programs. For a number of export-oriented industries based in 
France, 1977 should thus be a relatively good year. 


On the negative side, certain industries are likely to enter, 
or to remain in, a difficult period. The steel industry, and much of 
the paper and textiles, for example, are suffering from 
structural problems, including stiff foreign competition, and 
little improvement seems likely in the short run. More generally, 
unemployment seems certain to be an increasing concern, particularly 





efforts to stimlate employment, for example, through on-the- 
job training or regional development programs, are likely to take 
on renewed priority. 


The financial and monetary trends currently in evidence seem 
unlikely to change dramatically during the early months of 1977. 
The money supply has recently been growing more slowly than 
nominal GDP, and the Barre Plan's moderately restrictive 12.5% 
target seems likely to be met. Credit ceilings for the banking 
sectors are expected to follow a parallel path, and interest 
rates will presumably remain high -—- (their recent range has 
been 9-12%). On the one hand, this will contribute to weak 
private investment and cost-push inflation pressures but, on 
the other, it should help assure the franc's stability vis-a-vis 
other major currencies. 


In sum, therefore, the French economy in 1977 can be 
expected to present a mixed picture from the perspective of the 
U.S. exporter or investor. Careful research into the specifics 
of a given sector is therefore required before any worthwhile 
conclusions can be drawn. 


The French Investment Climate -——- Mixed 


A decision to make a direct investment in France should not, 
of course, be unduly influenced by the cyclical indicators of the 
moment. The factors that are expected to discourage French 
investment in France in 1977 (high interest rates, the generally 
high break-even points of French industry, underutilization of 
existing capacity, and domestic political uncertainties) do not 
necessarily apply to outside investors. For the potential American 
investor the considerations should include (1) the long term market 
in France and in France's "hinterland" in Europe and Africa, (2) 
the long-term outlook for relative production costs per unit of 
capital, and (3) the desirability of France as a production base 
given evolving French and EC policies. 


Measured against these yardsticks, the French climate is 
mixed, but more encouraging than the short-term macroeconomics would 
suggest. France is a large, prosperous country in the European 
heartland with a favored market access to parts of Africa and the 
Middle East and with Europe's strongest agricultural base. It has 
a solid industrial infrastructure and a tradition of government 
economic management which, regardless of political vicissitudes, 
has helped to nurture rapid and sustained growth for most of the 
past 30 years. France offers positive, tangible incentive to 
foreign investors and for the most part gives them national 
treatment when they are established. There are currently three 
main question marks, however: 
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(1) Can France keep domestic production costs at internationally 
competitive levels? We think so, given the current course of 
government policy and assuming no large relative escalation in energy 
costs and continued exchange rate flexibility. 


(2) Will France and her EC partners retain the present level 
of protection for Common Market producers, or will it become 
substantially more protective or more liberal? All indications are that 
the Tokyo Round will not profoundly change the EC as a moderately 
protected market in the industrial sectors. The relatively high 
level of agricultural protection will presumably decline only slowly 
at best. 


(3) Will the French Government become less cordial to 
foreign private investment? This will depend, in our view, on the 
specific industry involved and on regional development considerations. 
We think the French will continue to welcome, and indeed positively 
to encourage, foreign investment in all sectors not regarded as 
sensitive in terms of national security, national prestige, infant 
industry development, or as major sources of government procurement. 
Direct investments are welcomed in numerous sectors, particularly 
when they carry with them the kind of capital technology and 
marketing support likely to create substantial employment and net 
exports. 


On balance, we believe that if an investment within the Common 
Market is commercially indicated, France remains a location that 
merits careful consideration. 


Implications for U.S. Exporters 


France will not be an exciting market for most U.S. industrial 
exports in 1977. Our biggest market share lies in industrial 
machinery, instrumentation, components and semi-finished materials— 
all of which will be hit by the flat investment outlook. On the other 
hand, there remains the possibility of a government fiscal incentive program 
for investment during the latter months of the year, which could change 
these prospects somewhat. Also, certain sectors are less sensitive to the 
overall growth rate and we feel that significant gains can be made even 
in 1977 in these sectors. 





In approximate order of relative promise, these are: 


1. Business equipment, particularly labor-saving data processing 
peripherals, office machinery, data communications modems, security 
devices, etc. 


2. Laboratory Instrumentation for basic and applied research. 
The French Government will be supporting an expanded R & D program 
in both the public and private sectors to develop the nation's export 
potential. 


3. Ener stems, especially systems and devices which pramote 
energy savings in industry and buildings. Successive energy cost 
increases are pushing the priority of this sector rapidly upwards. 


4. Environmental control equipment. Tighter standards are now 
being enforced, and there are more to come. One French firm (Pechiney) 
is officially committed to invest $20 million annually and over the 
next three years to combat pollution, and the government is systematically 
negotiating environmental protection agreements with other industries on 
a prearranged schedule. 


5. Industrial assembly, maintenance, and conveying equipment. 
Despite the investment slowdown, rising labor costs and the growing 


Obsolescence of French factories built in the 50's are giving impetus 
to this field. 


With business slow, many French manufacturers are operating well 
below capacity and are receptive to proposals for the licensed produc- 
tion of American products in France. This is particularly true in the 
metal-working and foundry fields, but also applies to such sectors as 
textiles, electronics, building materials, and several consumer products. 
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